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In August, President Gonzalo Sanchez de Lozada's government began receiving preliminary bids
from investors interested in buying Bolivia's huge state oil company Yacimientos Petroliferos
Fiscales Bolivianos (YPFB). The company will be divided into five sub-firms, each of which will be
sold individually to foreign and domestic bidders. The government has also begun receiving bids
for the state airline Lloyd Aereo Boliviano (LAB), but the sale of that firm has been postponed until
the end of October. By the end of 1995, the government hopes to have sold off all six of Bolivia's state
monopolies, which in addition to the YPFB and LAB include the telecommunications firm ENTEL,
the public railroad ENFE, the state smelting firm ENAF, and the electric company ENDE. The
government already sold the electric company in July to three foreign companies, marking the first
sale of a state monopoly under the Sanchez de Lozada administration's "capitalization plan" (see
NotiSur, 07/13/95).
The capitalization plan is a novel variant of privatization programs carried out in other Latin
American countries, because rather than proceeds from sales being channelled into state coffers,
the funds are reinvested in the privatized enterprises to "recapitalize" them, providing the firms
with fresh funds needed for modernization and investment projects. Under the program, the
administration of the firms is turned over to the winning bidders, who receive a 50% share of the
company stock, and the remaining 50% of shares is then divided among all Bolivians over 18 years
of age through a special government pension fund set up for that purpose (see NotiSur, 07/21/94,
08/25/94, 11/03/94, and 12/01/94).
Although the government has so far only sold the electric company, as of June the Capitalization
Ministry which was set up last year to oversee the privatization program had already opened the
railroad company and the telecommunications firms to preliminary bids from investors. Foreign
and domestic firms have expressed interest in those companies, but the government's review of
the individual proposals is moving very slowly, and no date has yet been set for the final sales. At
the beginning of August, the government also opened up the oil company and the state airline to
preliminary bidding, meaning that only the smelting firm ENAF must yet begin receiving offers
from investors.
The initiation of bidding on the YPFB, however, marks a turning point in the privatization program,
since it is the country's largest state firm, with total assets estimated at almost US$1.6 billion. The
government had delayed the bidding on the YPFB pending the Capitalization Ministry's completion
of a plan to divide the company into parts in preparation for its sale. In late July, the government
finally released the details of the plan, which calls for the creation of five individual companies to
handle oil exploration, production, refining, transportation, and marketing.
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Under the terms of privatization, the government will require the winning bidders for each of those
companies to guarantee that they will operate a minimum of 8,000 km of oil pipelines. They must
also demonstrate the capacity to extract a minimum of 55,000 barrels per day of petroleum, refine
70,000 bpd of oil, and market 40,000 bpd on domestic and foreign markets. To qualify to bid on
any of the five YPFB firms, interested investors must have at least US$500 million in net assets and
demonstrate good ratings by the international financial community.
According to the Capitalization Ministry, as of mid- August, some 80 foreign firms had expressed
interest in bidding on one or more of the five companies. About 60% of those expressing interest
have already pre-qualified to bid on the YPFB, including firms from the US, Great Britain, Australia,
Holland, Spain, and Argentina. Apparently, Bolivia's production potential, combined with its
strategic location in the heart of South America which will allow it to become a major supplier of oil
and natural gas to neighboring countries has spurred interest among foreign investors.
The government announcement that it would begin accepting bids on the state airline LAB has
also generated an immediate response from foreign and domestic investors. According to the
Capitalization Ministry, 11 firms have already bought the rights to participate in the auction,
including three from the US, two from Brazil, two from Chile, two domestic companies, one from
Korea, and one from Great Britain.
The government had originally planned to hold the auction on Aug. 30, but in mid-August the
Capitalization Ministry announced the postponement of the sale until Oct. 19 to allow more
investors to enter bids, and to allow those who have already pre-qualified to gather more
information about LAB before submitting their offers. Apparently, the preparation of bids is
complicated given the huge investments that the winners will have to make in the airline. At
present, LAB operates six outdated Boeing 727's, all of which consume an excessive amount of fuel,
and none are allowed to fly to the US because they do not meet US noise- pollution standards. The
company recently acquired an Air Bus A 310, which is the only LAB plane that now provides service
to the US. The sale is also complicated by stiff opposition from LAB employees.
In mid-August, company workers at the airline's central offices in Cochabamba declared a "state
of emergency" at the firm, whereby workers around the country are on call to take action to block
the firm's privatization if the government does not open negotiations with the LAB union over the
terms of the sale. The workers want guarantees written into the bill of sale that commits the new
owners not to initiate massive layoffs once they take over the company. Meanwhile, according
to government officials, the capitalization program is attracting a surge in foreign investment in
Bolivia. In addition to the purchase of state firms, foreign companies are beginning to invest in a
series of other activities, especially mining exploration and extraction (see NotiSur, 03/30/95 and
06/15/95).
Based on the rate of investment recorded during the first semester of 1995, Treasury Minister
Fernando Cossio estimates that by the end of this year, direct foreign investment in Bolivia will
surpass US$600 million. "Foreign firms are enthusiastically competing to win the rights to purchase
state firms, such as the sale of the electric company in July, which earned US$140 million," said
Cossio. "The opening of strategic sectors to private ventures has greatly improved the investment
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climate in Bolivia, which was already considered very positive because of the country's economic
stability and low level of inflation. Internationally, Bolivia is now considered only a medium-risk
country for investors." (Sources: United Press International, 06/19/95, 08/17/95; Notimex, 08/21/95,
08/24/95; Agence France-Presse, 06/29/95, 07/04/95, 07/05/95, 08/02/95, 08/08/95, 08/15-17/95,
08/23/95, 08/25/95, 08/26/95, 08/28/95, 08/29/95)
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